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Bhutan: Economic Overview
The Pursuit of “Gross National Happiness”:

In 1961, Bhutan broke out of its isolationist policies to join the international community. Over the past 40 years, Bhutan has been able to sustain a strong growth rate and develop hydropower as an important resource and a chief export. The government has developed a strategy of pursuing “Gross National Happiness”, which combines material, spiritual, emotional and cultural well-being
.  
Economic Indicators:
· [image: image3.emf]Bhutan’s GDP (PPP) in 2005 was 3.0 billion dollars. Despite the low GDP, the Bhutanese economy has grown steadily, with an average growth of 7.5% since 2001. The IMF has forecasted Bhutan to post a 13.2% growth in 2006
.    
· The construction industry posted a 19.0% increase in 2005, accounting for one half of the growth in GDP.
 
· Bhutan’s exports grew by 18%, and tourist arrivals increased by 67%
. 
· In 2005, Bhutan was able to maintain a balance of payments surplus of $32.7 million, bringing their official reserves to $420 million. Its reserves are enough to finance their imports for approximately 13 months
.

Economic Structure: 
· The Bhutanese government has pushed for the creation of a stronger private sector in order to boost production and employment. The impressive growth of the construction industry highlights this drive towards greater privatization and modernization.
· GDP by sector- agriculture: 28%, industry: 40%,  services: 32%

· Hydropower is the main driver of the economy, accounting for 12% of the country’s GDP and 45% of its national revenues.

· Due to its reliance on hydropower, power exports accounted   for     32.8% of Bhutan’s total exports in 2004. Aircrafts were the top imports, accounting for 22.0%
. 

· Bhutan’s main trading partners are Bangladesh, India and Germany. Banladesh accounted for 93.8% of Bhutan’s exports in 2004. India accounted for 54.7% of Bhutan’s imports, and Germany accounted for 22.8%
.
· Bhutan has attracted very little investment from multinational corporations, attracting $9.0 million in FDI. Over 90% of capital inflows have come from grants and loans to the government.

· In their 2006 report, the World Bank ranked Bhutan 104th in their “Ease of Doing Business” ranking. It was ranked 66th in ease of starting a business, 139th in obtaining credit, and 52nd in protecting investors.
 

Political Considerations:
· Bhutan is a monarchy, and the monarch serves as the head of state and nominates the Council of Ministers to serve as his cabinet. However, democratic reforms have taken place within the country. The Council of Ministers must be approved by the elected National Assembly, and the monarch can be removed from the throne with a two-thirds vote from the Assembly.
· The National Assembly (Tshogdu) is the unicameral legislative body, composed of 150 seats. 105 of the seats are elected from village constituencies, 10 seats represent religious bodies, and 35 seats are designated by the monarch. Elections for the Assembly take place every three years.  
· The Bhutanese currency, the Ngultrum, is pegged to the Indian currency, the Rupee. As a result, inflation rates are driven by price movements in India, not Bhutanese monetary policy.
· The corporate income tax rate for Bhutan is 30%. The government also charges a 5% tax on interest.
 
· In 2005, corporate income tax accounted for 55.8% of the domestic revenue. In order to encourage the growth of the private sector, the government has provided business entities established between January 1 2003 and June 30, 2007 with tax holidays from corporate and business income taxes.
  
· In 2002, the Bhutanese government introduced their Foreign Direct Investment Policy. Foreign investors can own up to 70% of Bhutanese firms in the manufacturing and services sector.   
Attractions:
· Tala Hydroelectric Project: The project is scheduled to be commissioned in June 2006. The project is expected to double Bhutan’s annual power exports and generate close to $1 million a day
.
· Low Electricity Costs: Due to the success of hydropower, electricity costs in Bhutan are considerably lower than surrounding countries. Industries operating in Bhutan can save from 50-80% on electricity costs.
 
· Preferential Access to India: Although Bhutan has a small domestic market of 800,000 people, the country has preferential access to India, which has a market of over 1 billion. This access also allows for Bhutanese businesses to acquire cheap skilled and unskilled labor from India.
Troubled Spots:
· Poverty: The national poverty rate is 32%, and inequality is prevalent in the country. The income of the top quintile is eight times greater than the lowest.
 
· Employment: Bhutan has a very low unemployment rate, recording a 2.5% rate in 2004. However, the population is very dependent on agriculture, which accounts for 63% of the employment. Despite its great contribution to GDP growth, construction only accounted for 3.3% of the employment population. Currently, only 37% of the total population falls under the economically active labor force. As more people join the labor force, Bhutan’s shortage of skilled labor may become detrimental to its economic development
. 
· External Debt: Although Bhutan has a surplus in their current accounts, the country is still under a heavy debt. During the fiscal year 2004/2005, its outstanding external debt grew 14.9%. The total debt for Bhutan is $607.8 million, 87% of its GDP.
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